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Kimberly M. Kirby
Senior Manager
FCC Affairs FX PARTE OR LATE FILED

November 25, 1996

Mr. William F. Caton, Acting Secretary
Federal Communications Commission
1919 M Street, NW Room 222
Washington, DC 20554

Re: Implementation of the Non-Accounting Safeguards of Sections 271 and 272 of the
Communications Act of 1934, as amended; and Regulatory Treatment of LEC
Provision of Interexchange Services Originating in the LEC's Local Exchange Area,
CC Docket No. 96-149

Dear Mr. Caton:

On Friday, November 22, 1996, Tony Epstein and I met with Suzanne Tetreault and Debra
Weiner. The purpose ofthe meeting was to review MCl's position in this proceeding as stated in
MCl's comments. The attached documents were used during the meeting and outline the topics
discussed.

Due to the late hour of the meeting two copies of this Notice are being submitted to the Secretary
of the FCC in accordance with Section 1.1206(a)(1) of the Commission1s rules the next business
day.

cc: Suzanne Tetreault
Debra Weiner

No. of Cooies rec'd 1n}1
ListABCOE ~
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Sections 271(e)(1) and 272(g)

The focus of Section 272, and this rulemaking, is the requirements for BOC separate
affiliates and the competitive safeguards necessary in order to ensure that the BOCs do not abuse
their market power. The focus of Section 271(e)(I) is to prevent, for a limited time, one category
of interexchange carriers from certain marketing practices relating to BOC local services that they
have a right to resell on an unseparated basis. The two sections serve very different purposes.
They are not intended to be interchangeable nor should they be interpreted as such.

Thus the Commission's focus in this proceeding should be that competitive safeguards for
BOC affiliates are necessary in order to prevent the abuse ofmarket power. The 1996 Act
recognizes the BOCs' continuing local market power in a myriad ofways, including stringent
conditions that must be satisfied before granting in-region authority as well as the separation and
other requirements of section 272. These requirements, which are imposed on the BOCs, not the
IXCs, are a legislative recognition that the marketplace already restricts the IXCs with respect to
market power and therefore the BOCs require greater restrictions in order to create a "truly"
level playing field. The legislature did not similarly restrict the IXCs and other new entrants.
Sections 271(e)(I) and 272(g) should be interpreted in a manner that recognizes the vast
differences in market power.

While MCI and other new entrants may have name recognition in the long distance
market, the BOCs have a business relationship with every single residential and business
customer in its region and at least equal name recognition due to advertising paid by captive
ratepayers, including interexchange carriers. MCI must overcome that 100 percent market
disadvantage and will not be able to do so if regulated to the same degree, or even similarly, as
the BOC affiliate. That is why the act does not require MCI or any other interexchange carrier to
provide any local services on a separated basis, including resold BOC services. The restrictions
that the BOCs would impose on the large IXCs prior to the BOCs' obtaining in-region authority
(i.e., separate sales channels for local and long distance services), would create a de facto
separation requirement for IXCs, which is directly contrary to the language, intent, and structure
ofthe 1996 Act.
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Noncompliance With Section 272

There are indications that the BOCs are already building in-region LD facilities and engaging in other
preparatory activities in anticipation of in-region LD authority. For example, a September 23, 1996
Telecommunications Reports article quotes Alfred Binford, Chief Executive Officer of Bell Atlantic
Communications, Inc. (the long distance unit) as stating that Bell Atlantic intends to complete its in-region
LD network in 1997, about when it expects to receive in-region authority, which means that work is well
underway by now. See attachment.

There are no indications that these ongoing activities are being carried out in conformance with the
separation requirements of Section 272, which requires total physical and operational separation between a
BOC's local and in-region LD activities. Thus, local and access ratepayers may well be funding these LD
activities through the application of the local service entity's resources.

It makes no difference that the BOCs have not yet actually started to provide in-region LD service
and that once they do start, they will be required to provide such services only through separate affiliates in
accordance with the rules established in CC Docket No. 96-149. If ratepayers are funding any part of these
in-region LD activities, or if the BOC's local service entity is contributing any personnel or other resources to
such activities, massive cross-subsidies and discrimination will have already taken place before a BOC
receives in-region authority. At that point, the costs associated with building in-region interLATA facilities
will be intermingled with local exchange costs in the BOCs' regulated accounting system. The addition of
these improper costs to local exchange activities will have the effect ofdepressing earnings on services that
are today rate regulated or price capped in the intrastate and interstate jurisdictions. Since the vast majority
ofprice cap or incentive-based regulatory plans are linked to BOC earnings, the addition of costs as
substantial as those required for construction of an interLATA network will have the effect of causing
ratepayers to subsidize their construction. Moreover, the participation of the BOC's local exchange entity or
contribution of any of its expertise or other resources to such construction would result in discrimination,
since the BOC LD operation would receive a benefit available to no other entity. Thus, the purposes of
Section 272(b) will have been sabotaged in advance.

Accordingly, the Commission needs to take prophylactic action now, in order to prevent any further
harm from the mingling oflocal and in-region LD resources by the BOCs. First, the Commission should
require the BOCs to cease and desist from all further in-region LD construction and other preparation
activities until fmal separation rules can be established in CC Docket No. 96-149. Second, the Commission
should require the BOCs to provide detailed fmancial reports of all activities to date relating in any way to
such activities immediately, including the identification of whether plant constructed to date is LD or was
installed to upgrade the local network, and capitalized engineering costs, which reports should be made
available to the public. Third, once separation rules are established in CC Docket No. 96-149, and the BOCs
set up separate LD affiliates in conformance with such rules, such affiliates should be required to reimburse
the BOCs' local service entities for the resources provided to the LD preparation efforts prior to the cease and
desist order. Such charges should also be reflected in any imputation analysis in reviewing whether a BOC's
in-region LD services cover all oftheir costs.



±tt

t,
r

~2U27366176
•. :'~;!';~

netw~rh~Cl Libra
- .' -~

11 21 9ti 17.32 P.UU2

~i3;~:1"

HIGHUGHTS: Bell companies say
common pis outweigh differences, for
now• • •DOlon, Reed analysts see strong,
"sustained growth" for Sells. .•Target
marketing becoming key strategy for at·
tracting, retaining cU$fOmers.

SeI'l, GTE LAy OUt Marketing Streagl••,
Swap SUcce. Stor... at New York Conference

For what may be the last time ever, the seven Bell regional holdinl companies (RHCs) and GTE
Corp. got together last week to discuss their strategies for maintaining local exchange market share
while pining long distance customers. wtule the tenor of the conference was congenial, speakers were
very aware that others in the room soon will be their competitors.

But at least for now, the RHCs remain united against a common enemy: the interexchange carn­
ers that want to lure away local exchange customers. "We've got a lot more in common right .now than
we have differences. We can all help each other by being successful," one Bell company executive told
TR. "When one is successful, we're all success-
ful." The chaUCftle for the RHCs is clear: They
must compete and win in their core local ex­
change service markets if they are to survive.
And, like most other tetecom service providers,
they are seeking to become "all-in-one" providers
of local adlange, local toll, long distance, wire­
less, and video services.

In openingremarb at the Sept.·18 confer­
ence sponsored by inVestment bankers Dillon,
Reed & Co., Inc., in New York, Senior Vice President William D. Vogel said his bullish investment
stance 9n Bell company stocks is based in pan on Uleir "agressive marketing" to position themselves as
full-seJVice providen. He noted that the Bells' collective $21 billion marketing efforts have outpaced
those of potential competitors, including AT.iT Corp. But advenising budgets notwitbstandin& WaH
Street apparently remains skeptical that the Bells can make a smooth transition from being monopoliits
to aggressive marketers. The Bell companies' stock prices have lagged wen behind the projections of·:
Mr. Vogel and several other "buy-side" analysts.

But Mr. Vogel addressed industry and finandal community naysayers, who point to the interex­
change carriers' .strong brand-identities and national marketing experience as evidence that the BeUs
may be doomed when competition blossoms in aD telecom markets. "Evaluations based on brand name
are overly simplistic and reflect a poor understanding of brand strength in the market," he said.

The DiDon, Reed· analyst sees a potential for "tremendous sustained growth" among the Bell com-
panies based on the following factors:

• The low penetration rates for value-added services, such as Caller ID;
• The increasing number of new products being introduced by the Bells; and
• The diversity of sales channels they now employ to reach new customers.

That message was not lost on the Bell executives. Recent RHC advenisements, which were a
centetpiece of the conference, are aimed at extending the Bells' presence beyond their home markets
and traditional product lines. They consistently focus on the same themes: simplicity, technological
superiority, and familiarity. But each company also has taken a different tack in approaching-or lOre­
approaching," according to some cxecutives--current and future customers.

GTE Promises To 'Help' Customers

GTE Telephone Operations, for example. predicates its new advenising campaign on the premise
that consumers are "confused" and need help in deciding where to tum for telecom services, according
to Clarence F. (Butch) Bercher, President-consumer markets. The company is using the Beades' tune
"Help" in its television advertising.

Telecommunications Reports
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8eIISoulh Corp. hal Iigned • non-blnclng IItt« of Intent to buy National WiNIeI' Holdings, Inc.',
MMDS- (ndIchann4I1 muItpoInl cInIbUtIon HrIICe) 11'1 the Miami ... tar ......... n ItOc*fr
111e~ said fUrthw ......,.,Iteva"" tMY...,. MfOIIIhtO •. CW1riIMt"~i!r...
ment..B8ISouIh, which aeuutr'WCmthe rWrttQ operat.'It'(MMD$ .-n:ftNMon.na:(7R, "M*~'/S
S)•. is amana;8el1~ ttl. have started .maHIng .wtreI.. cable TV ...... to lac.... quick To''.'' :':
entry Into video mark.. BelISouth ••0 has obtatnect cable TV hnchil•. in ..A1IIlnta aNa; DIftitI
'*nd, S.C.; Vestavia H••, Ala., and St. Johns, Fla.

­
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~. ~~h~,~~tt~.~~sm~k~~appro~isn~ (or Ben COJIlplf!iC$, ...hiep:~~~.~
our:~.en as'die pubU~ utility comm~nen and 'sb:ffcn~ 'It's a new ~Iig ~r \II'to be a~le~ .......
addreSs ftliOus marlcetflll' standpoints,"'-he .sald U S WEsT was the first..RHC .10':unify Its tekO .opera­
tions under 'a single brand naJDCy U S WEST CoDllllunicat10ns, Inc. ·Andit wasdte first to'orientits'
business units to market seginerlts, such as video servicc:s, telephone operations,. and data netw(>.~itc.'_

, ,', .. I.· J... "

The new marketing C?rientation also oa2Sioned more. fundamental chanles at U S WEST, ~r~
Smith said He noted that :the tekn has replaced most ofits scniorex~over the lait tbrei)~:
That StoIY was afamiliar one to many Bell representatives at the' conference, some of whom only ~t#
yearsaao were workiDc,fou:ompaDl.es such as AT&T. Mr. Smi~ a veteran of the old Ben Syste~·.·"

joined Pacific Nortllvl$ Bell in 1979 and is one of only two seni<;lr managers remainjng froin~he~ Q~&F
naJ U S WPST CoriImunic8iionsteam he said ' . ,- '.',. . - ,'J,' .• :,L,, , .

v S WEST Ins To Lm,.. 'Loa.....'
t

James A.·SnHth, VPanctGenenl Manapi'~localniMtets 'for US WES"tComnullii~ rJnC.l ~;"
milbt :bave called his c:oilrerence'prtsentation "Levetlii'ftlLOCalness.... ,'He said U s"WFSI'irici',m'theJ

Bells most bt better at~entina their markets and unclentandlni local aJitOmers: 'WWe have h t)f ~.
oppOrtuidty to have a better·undelStilftding of ourloca1CUStomen:than the coiD'patUes entering olif?2' -,
markets,'" he said, noting that talJeted marketing is U S WEST's primary IlfttOgy for retaini.. lOc:iItt'·~:·

exdlange market share.

Mr. Smith also- aired another familiar (if new-round) anthem alDOlII the Bells. "We are becoming
more and more. Jiaorous i~our cash·flow dcc::ision maid..,tt he said In a competitive environmellt
where no company win have a guaranteed incomCy the Bell companies must "make every marketing.
dollar cou~" be said.. For example, U S WEST is working to reduce its marketing "cycle time"-the
amount oftime it takes to mount a response to a competitor's marketing initiative. The key is to
resJX)nd in "no more, than three days," he said.

"We have been networlc-centric businesses, but that is no longer tile case," Mr. Smith said. He
noted that at U S WES'1\ "marketing is becoming first among equals, at least in my opinion." lUbe
Bell companies don't take advantage of the unique characteristics of customers in their regioris; they
will lose an inherent advantage, be warned.

NYNEX WI. T. I.p HiP·Value Ctlstoll!D

Brian R. Lane, Group VP-marketing for NYNEX Corp., noted that hisc:ompany has somewhat
more experience with local competition than other RHCs. But for NYNEX. it is the "globalization" of
telecommunications that is driving marketing plans. "New York City is the birthplace of local competi­
tion. ••We're not concerned about opening the local market," he said NYNEX is looking forward to

TelecommunicationsR8~
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feViIiOD Oftbe.federII.~.cII!rF -~d .~isIJ-~.~-boPiii~se adions' wm'l.lbr it to
;mplement ala more~=t* itruCda~· andtUe~ Out":of"llS'local service rates. . .
. Z'::·'"'!I .~Qr.l~o~, z3eki,i\\' '::.ro;.:.'. ,,"~" . ': ,,' :::k"~C'" . ',:', ..' . ';.:,€ :

1bo;~ tiom the: --.feplatoly .....:.MIlllDlplblc," &QCOrdiacCO.Mr.
Lanc.·",'{'bea8 '8!UIt ·Icara.thet ~u aIIIDOtRIIiD~~f tbcmarket proIitabitity.: we
~mJcaftnbolr_1oIe;cuao.en JIIOfItIbIy.'to :,1'bat CODCept~ 'lIIlfandUv to IDODDp)lists,liut '~-:"

NYNEXiIa IrnDed dlat_..nhrough·compeddon in the.:iAtraLATA (IcxaI aca::ss aDd transport
area) 1OIJ:..ief'9iCe·~~:tie 'Slid.: .: . ' •.. \.... ,'::, '

"That's sipijicant from" a coil and market-·
ing perspcaiv~;"~.tIe _.addjJ.'1 that about 80%
of IoDi distance revenues are generated by resi­
dential ClODSUlBqI .and smallb~nes&Cs market
segments Bell Atlantic thinks it can win over.

Bel AtIgtic MtN I .... Lac DW-- SIntM.y

;~~~cti~~.~t.arufCblef·~~~f.~;~U.·AIlintic.CDmmUDi~~-.
(tb~.JUlC's;~....,e~t),said,~aearly4)urmtamclI'-is IOba~ a stroDI ~Ctail positIOn" in bOth"
core an~ eme~....~etI:" ~ll Atlantic believes its new markets (e.g., loDI distance senice)..haft.
more "upside, .t~nJ1S ClO(e :buSiness. ,> For eumple, customer.-.e of long distance service alis pow,in&
in double dili~' Unlike I~ service," besaid.' - ,l.

", .,,' -::;'1.; ::; U '" : , ',; " •.' . ;.' , :", -""':,' , . .. ~

~- . "In the ·~,Y.~ltjt ~~:Us to ~(inio l~ll&~tlaC:~etJfew by:~ bi~ ...~t's S2~;,
b~DJJJO~,Of.:JIf:W Qpe~,marlln, that we can tp after," ~i-.=BiDtOrd said. Bell Atlan~c ezpedS .to
caiIy,~~.~f:~ieJ;ipi\:1¥I~~ce ~ by ~c ' ". .• -.'" '.
year 2002, h~. a~ .~O$t.M>% of the long '_; . . "
diStilnce calls oripnating'in'BeIlAdantic's seven ~-c,~, ATI:1"I8IWNG .. l,hi

states also terminate in those states. AT&T Corp. has launched • new service
platform providing~ customers c0n­
solidated'bIIing and Ct8tom. MNic8~ The
plattonn.- cded ·AT&T~ALL,"allows custom­
ers to' change their choice of services at 8Irf
time without changing ceiling plans, AT&T
said.

The vehicle for NYNEX's success ill this market is an optional fiat-rate pricing plan. It ~as signed
up 1.1_~~beJS for the plan in the last;.year. wu.~ knew the inuaLATA toU~­

~'~4:be'~ to ~~OD,·it~ .~ kJJpre-po$iDB'" plan to re.tain customers, Mr.;1MIe
said. ,,It:raJ1.-'~,_,~~~lDpetitionwith cOnfusion and~~tion, and it targeted s...n b_l
n~.· 1be;~~-Q9tQIIIy:Jtepd,c:ustomer retentiqn,:~.·stimulated usage, which helped,ao
off5et~~;~~rcpottect . .;:1:,-,' " o.,;l" ,

:11 ..;1:(,r'·_",

'I'~,' ,
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,
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The program includes cellUlar, long dis­
tance, local exchenge, messaging, local toll,
Int.... access, catting card, and 8500 Easy­
Reach- service. It will be expand8d as new
business.-vices are offered, AT&T saki.

Ben Atlantic cunentfy is leasing Sprint
Corp.'s longdiSlaDCe services for. resale to cus­
tomers in Nortb carolina,Micbigan, and Tens.
It pays Sprint roughly 1.S cents per minute for
each caU, Mr. Binford said. But after Bell Atlan­
tic completes its merger with NYNEX, "the pop
{point of presencc]-to-POP COlts win be material-
ly smaller." NYNEX also leases Sprint's long distance scrvicc; it bas signed a oontraet for Sprint to
carty in-region long distance QUS when NYNEX is aUowed to eater that market.

Telecommunications Reports
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Bell Atlantic'estimates tbat it will cost $2SO mnlion~to build a long distance ne~rIc in its'mid:~ : 'v

Atlantic region. Once the network is completed, the company would reduce its transport costs oDin·

::~gO~di::::mc:a:~~::O~:I~:Ir~,e:~::~sai.:nii~:~~ftRA=:'~.
C9Q,Iplete.i~n~lkin.l997,-aboutthe sameti~e ~ expects to Qf[a in-regioIlI9Dl'disWlce'sen$'b.

.. _~•• ~~.... -., , ••• '-;~ co " ~.,'.', ,....... .~. _ i. .. _":''::0'. .' .', .~. -''';''t),) ".-

~(~~i~:~~'~n~\thu~ticprOdUc;t' }~~,have ~n put in pI~.So that Jonc·~.'W!~l».s
p~(fi~·'Mt.:~nfor(J'sii;4 "Th.e·oom~ aI$O b~ bc;en. iw1nin&&C~ric 'a4s wi.t~ illspok~~nlA
Jata!e4:Earl ]Oll~ _proj~:BeIl Atlantic's "totalp~vider"~ ,"In every·month, well. ov.cr .~j;r;
lioJi'cUstomers' ask us 'about.~U At1~tic long distance service," Mr. BinfOrd said._~when ~~, . i:

Atlantic has satisfied federal requirements 'for providing in-region long distance services, "'Well be :&1e
to "',1>o,yoo use Ben Atlan~cfor all your long di~nce nuck?'" Mr. Binford apects that Belt- '
AlIan!iC's- tek:o in Ma!yland·wiU be the RIles first to meet requirements of the "competitive~
spelled out in section 271 of the Telecommunications Act of 1996. (Olecldistrequirements must be; .'
met before.• ,Bell oompaay provides in"'~gion interlATA services.) . _"L

. ... i; ~ :- i , .• .. ~.. ; • 1:) '1:>,. ~ ~ ~

Ben Atlantic also is keepin~ a close eye on the intralATA toll market. especially in PeMsyMmia
and:New JeISCf, which constitute more than hall of Bell Atlantic's Sl~ billion iD~TA toll fraachise.
Last month Bell Atlantic introduced a flat-rate pricing plan in NewJmey. In Pennsylvania. it isotfer-:­
ing various.intralATA toll discount plans that are offset by hikes in the price of directol)' usis~.
and ""O+-"~. . ;':')'-:. '

Be"",,, PRot. UP'" N..

For BeUSouth Telecommunie:ation~ Inc.. new competitive opportunities present new challenges.
Test marketing over the.last two years showed that BeIlSouth ~'t being given credit" for its tedmo­
logicalleadersbip and its high service quality, said Charles B. Cae. Group President-customer opera­
tions. Part of the problem involved the consolidation of BeJlSouth's telc:o operations under the single
brand name used today.

- In October 1995, fcwcr than 30% recognized the "BeUSouth" brand name. So it embarked on an
agressive stratqy of ~rand building." BellSouth's acMrtisin.& is pred to linking technoloJica1 iftllO.'
vatiOJlS with the needs ofordinary people. And like some other BeDs', its ad campaigns also have
stressed the unique features of its service territory. Today more than 80% of the customers surveyed
recognize the brand name. Nevertheless, Mr. Coe said, Bell companies "cannot depend on advertising
and marketing alone." They "must deliver on [service] promises every day. SeJVice quality is number
one on our list; it should be number one on anyone's list." he said

For example, the anpany has succ:eeded with its "customer-desired due date" provisioning system,
which aUows customers to decide when to receive the monthly telephone bill. "Everybody loves it." Mr.

Telecomrnunicetions Reports
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~mas Jr 'Reiman, PtclideDt-produet manaaenient at Ameritech Corp~, Was .quiet to DOte, --ntere
are some di~e~nces emerpnc among the Bell companies, and ,not just in the different adYertising
companies -we use. Ifyou focus only on gaining or losing muket share, you ~iss .the bi& picture." ., .
AmeritCch,'for eDlliple, is focusec:llau on market segmenti and more on producu. "Product manaae.
ment has been a nondevelOped discipline in communications. ••we became serions about it four years
• as we began acquiring proctaci managers" from other industries. be said.
j,>' '- . ' . - -, " -

Ameritech also has been- tlying to show how its teehnoIoI)' Can affect the lives of ordinal)' Amen·
cans,; But it lias taken tbat'effort farther than other Bell companies. Amcritedtoperates thc "Human
Factors" program to test-marlcet its products in smaD towns. This testing earty in the development .
cycle helps to ensure that Ameritech's products (interactive lV, for enmple) are easy to \lSC and un-
de~tand, ~r.. Reiman said .

.. ,- ' Ameritech has several prOducts lHIderdevelopment-a family ofvoic:e-rca>gnition products, for'
euniple. And Mr. Reiman said therc is a "'stron(' customer need for its Speaker m,computerized
traininlo national directory assistance, and asynchronous digital subscriber line (ADSL) offeriDlS. He is
particularly excited about Speaker 10, which verifies a speaker·s voice pattern. The OOIDpany markets it
to law enforcement agencies as a method of monitoring home-incarce.rated criminals. In one deal.
Ameritech sold the system to a law enforcement agency, which now reseUs it at a markup to prisoners
who ,want to be incarcerated at home.

Asked what Ameritech has "learned from local competition in Michigan,;' Mr. Reiman said, "'Cus­
tomers get confused and they don't want to be confused. They got tired of the long distance wars."
Competing on price im·t going to attract customers, he added, because pricing systems often are con·
fusing. Regarding other markets, Mr. Reiman said, "Our cable 'IV experience is wonderful. We com­
pete with cable TV companies that have franchises all over the country, but they go in to do something
special only in the markets we're in." Ameritech operates several cable lV companies in Ohio and Illi­
nois and is building itS own systems in several states.

PacUic BeD en"ns for loR Distaace Filial

Elizabeth A. Fetter. President of the Industry Markets Group at Pacific Bell, higbJighted her
company's "record year" for wholesale sales that surpassed company projections. The number of new
lines served also has bounced back this year: 432,000 between January and June. That's a 400% in·
crease over last year's performance and 150% better than the company's four-year aver. for the first

, ;
( ,
I.

r'

r"'.'

~, .,~lfQP~~~~..~T\.- ..
....:~.. ~._~.: .-;'.. "~~; ~:'~~-; - . .

.". ,-. ~-

- ,. .
'~..,. cae·iaid. -Ailcftbi telco-chaiiPd Iii pliDoIophy towaiifprobteia:iOtme bY-e~-uGuble ~.
t~ lutioD" over "operaiJcjRaI' eftIci~·••USoath,Jike most'tekD, wed to-meuure its ability to respond
t. 10 customer pI'QbIemI by how Ion& • cIe~ent toot to;pass the problem to another ~C1lt.
J:- ~ we,meaure how oftcD a probIcmlJ.fC*)lved after thc:tint·a&ItoIIIcr CI11," hc said. ' ' .
~ ." ".- -:-( :-. < - • ," • ~••"

i ·'Marketi!ll·lOl.• ~.after e.xistiD& customers," Mr. Cot said That·s· a pel stratqy for Bell·
South, which serves 22 mDtion access lines and has enjoyed a~ p'owth rate in vertical senices in the
last year. This year Mr. Coe expectS BellSoutb·s vertical serrice reveRucs to exceed $1 biDion for the
first time..:'There is enonnous opportunity in vertical services p'owth when you consider (that] penetra­
don ~'lfor~uch suvicesl~elow," he said.

: ~t.J1i~ vef!ical.features is~..~. ~;sai~C9DSU1Ders act "fu2zy" aII9ut amnectiD&a
~&y. with a brand name. -From a customer standpoint, heiDI a tedmolo&Y leader it irrdeYaDI. .
Wou*'le-got to-ind ..·way to maketedmoJo&ymarketab1e;"·· BellSouthwas-ableto1lle the OIympiCS1O'"'
communicate how its technoloIY enabledpeopJe aD over the world to experience the 1996 Summer
Games. . , _
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• months in each.of thole years. :~e~ that the 6D11lda1"~"':1on) has reprdecl
Pacific BeD's parent~,~~Ic Telesis Group, as amoDlIhe .weakest RHC;s.,· _

-.. .t .- . ~. _.._ ::" '. It • ,'. - • - " ..... , • , ..

_.Pacific has·s~ from a chronically slumpiDl California coollOlDJ for KVcral yean, wbidl it '.
blames in part foiitimeniic ~linegrowth over the past two years. I! also took fiaanc:ialbi'-'whea
Pacific Telesis spun olfiaunrepilatcd service unit, AirTouch CommunicationS, InC., in1994 ,and the.' .
telco drasticaDy cut switched aa:as rates in 1995. Now those moves ale bcginniD& to payoff, said Ms. '
Fetter. California bas the lowest switched access rates in the country, averaging 2 cents to 3 cents a
minute. In oontrast, Teas has one of the hi&hest ralCSt nearly 12 cents a minute on aver•.

1boae fi&urcSwiD. be very important as the battle for long distance QIItomers heats up next yeiar.
Ms.·Eetter ~).;CllifOnia is a,1JDDanD market for 10111 diaancc can_ Neady '25% at lJl;tJ~S~<~­
cIiIIaDc:e'phoac cdl:CJri&inatCia·. state.' ABdthe hip1O~Sbe sai¢ lDIkea:Pldfic'BeItt-l~;_
taJFtCor the intenm:b.ange carriers because "the stakes are'hiper."c.Hfomia'aceounts foI'an~
mated 20% of AT&1"5 total originatilll minutes of use, 19% ofMO Teltalmmunications Co~.'S:73%
of Sprint's, and 17% of WorldCom, Inc's.

_,pke~on'-die..o~~,'(X),~ pa#fic !~.I~ is:.aQopuD&a more_de~-s~iqy to ~ ",- .' ~.(~
to ~t~mersm i~.local semce lUarkets..'Paa~ "IS tlyllJl ~ m. r~e.as a~lVe .as ~bl~n:.. i­
potential.m~ket_ ~traDts. That's th~ best way It call prcserv~ revenue as c;ompeut1on ~pns, Ms.' '~!t( (tJ

Fetter wel v ." . .• -. ,~J":1lu,b

She cited "four ways you can serve customers in a com~titive environment: (1) a clear sale;.ln
whicb you J'$jn &be customer and -.provide all the services; (1) ~e at, say, a 11)% discount (off dleH)J

retail rate]. illwhidlyou keep dle;Dctwork traftic; (3) near sale, in which you don't carry the traffi~ ...
only sell the Unkbetween the customer and the servi~ provider; and (4) no sale." She added, ""!e're
being very agressive about neaotiating with competitive LECs to malee resale as attractive as possible .
and to retain as mUCh revenue share as possible." -:'.'1.'"

". ;!: 1t ~

SIC Looks To n.tftpM Co""titie. '- '.~~

lames D. GaDenmore, VP-marketing for sse Communications Corp., noted that his company.
"makes a big distinction between the rules of engagement and preparing for competition. My job 'is ~
be ready to compete, no matter What the rules are." He highlighted Southwestern Bell Telephone CO.'S
preemptive moves to block future Competitors from gaining a foothold in its local markets. "ii;-!',11

For instance, "We knew competitors would attack multidwelling units" as a market-entry stratCl)',
Mr. GaUenmore said. So Southwestern Bell staned a program three years ago to sign multiyear con­
tracts covering local and long distance access services to big apartment buildings. It now has about 900
complexes under contract, preserving about 200,000 "highly threatened consumers."

Mr. Gallenmore also trumpeted "Local Plus," Southwestern BeU's Oat-rate calling plan for intra­
LATA toll calls. It plans to roU out the service in its first major market this year-the DaUas/Fort
Worth area. Soutbwestern Bell has taken 12,000 adwnce orders for the plan through a "limited, hiIblY
taIIeted" marketil1& campaign that didn't include direct mailings or broadcast advertising, he said. That
experience has led SBC to say, "Yes, we are believers in fiat-rate long distance services:' he remarked

Like most other Bells, Southwestern Bell is concentrating on target marketing to take advantage of
unique populations in its service territory. For example, the company serves many Hispanic customers.
If the planned merger with Pacific Telesis takes place, the new company would serve 25% to 50% of
the total U.S. Hispanic population-a group with high rates of international caUing, Mr. GaUenmore
noted. Southwestern Bell is targeting this population, as well as "busy households and campus popula-
tions." These customers represent a natural advantage for Southwestern Bell, he said. D
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